Real National Output by Quarters—
A New Major Economic Indicator |

QU.&RTERLY estimptes of real, or “comstant-doller,”
sross national product and ifts bresd cormponente for the
perigd 1950-53 ere presented in this artiele, together with
the. correspondi 'ﬁ: current-tlellar figures and the assccinbed
prica indexes, &y constitute & major additional tool for
the analysis of current business developments. The new
shozé-peried information, which from now on will he pub-
lished on the =wme schedule as the eurrent-dollar GNP
estimates, wili permit an up-to-date analysie of quarterly
movements in current-dollsr production and sales, prices,
and physzical volumes in the framework of the national incoma
and product accounts.

Quorterly estimaies of rendl GNP have had top place
smong the suggestions for sdditional information which
users of national imcome and product date have made to
OBE during the past few yems. OBE’s expericnce in this
ragard was corroborated by the Mational Aceounts Review
Committes, which at the roquest of the Buorean of the
Budget reported last yvear on the status of the National
Economic Accounts of the Unitad States. 4 canvass of
user opinion. made by this committes gave first pricrity to
quarserly estimntes of rea gross national preduet, and the
committen itself took 2 sivniar view of the importance of
these figurss.

New national income report

The estimates presented here ave part of a new, compra-
hensive report on the national income, entitted {7, 8. Tncome
gnd Output, which Is now in press. In that r t, tha
quarter]ly constant-dollar estimabes are provided for all
years beginning with 1047.

The fortheoming report includes a volume of entirely
new stotistionl information on the TN 3. ecomorny, and
incorporates alse the resuits of the 1954 industrial censuses
and other new source mnterials into the postwar ncome and
product esiimates. The concepis and methods underlying
the new and Tevised geries are explained, aod these estimaies
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are viewed in the perspective of the past work of the OBE
and its plans for the future. - A comprehensive review of the
American econamy during the posiwar period = -glse

provided. )

U 8§ Ineome end Output will not supersede the 1954
National Income supplement. The Iatter will remain the
source of stnbistical series for the prewar and wer years
as well as of comprehensiva, detasiled deseriptions of the
definitions and methodology undedying the U. 8. national
wcome acconnta.

The number of stetistical iables in I7. 8 Jnsome gnd
Chuiput is approximately doubls that of the 1954 su];i)lemant..
New information iz provided oo the total national output
snd its somposition, and on the receipta and expenditures
of the major merkets into which national output flows: the
consumer, government, and foreign markets, and the murlket
for buginess investment goods. -

_ Particularly neteworthy among the new tables—in addi-
tiopn to the quarterly conetant-dollar GNP—are those re-
lating to the following: GNP in ¢urrent and constaat dollsrs,
breken down inte dursble and nondurable commodities,
CONEtrUCLion amfi Bervices; summary information on the sizs
and regional distributions of consumer incomes; annoal
breakdowna of Federal and State and local povernment
expenditures by type of public services provided: a changed
treatment of foreign transactions, featuring a complets bie-in
with the balanee D{ﬁa‘?mmm statistiea; and o study of
investment and capital stocks in manvfacturing,

Attention may be drawn to two general directions which
the additional werk incorporated in U7, 8. fncome and Oui-
Pt hos token, First, the quartecly estimates necessary {or
the up-to-data analysiz of current business developments
h&va been graat]t;rst_rengthenad and anded. Saeeondly,
new constant-dollar information on total real GNP and its
components has been developed on a substantial scale.

NEW YIEW OF THE ECONOMY

The work of the OBE in the Beld of constani-dollar
estimates antecedes the year 1951, when the first annusl
estimates of real GNP for the period beginning with 1929
wete pablished. This information, which was the result of
several years of hasic research, was urgently needed for the
study of inflationary and defiationary processes as well as of
treads in the produetivity of the national econcmy. It
proved particularly timely for analysis and policy formation
during ths Korean Mlﬂb and was highly useful slse in
subsaquent years.

The vew quarterly informetion makes possible & mors
preciss study of short-term business developmonts.

HOTE —TIw oow qudrierly constani-GoMar 36 F doks were propared in the Matlonal
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The peneral sontonr of these davelopmenis in the postwar
ariod ap much the semge in the new constant-dellar
yres 4s in the enrrent-dotlar seriee which alone were avails
sble hitherto; nnd the broad ioterpretation of thess develop-
ments 15 not bazically altered. However, the new data
sharpen the focus of the postwar sconomie picture, and for
ma.ngl purposes provide s mors meaningful frame of refersnce.
This general preposition can be Mustrated by reference to
the recent bosinesa downiurn and recovery.

Dimensions of 1957-58 decline and recovery

The timing of tha cyelical swing is about the same in both
sais of deta. Total economia netivity to decline in tha
autnmn of 1857 and reached its trongh in the first quarter of
the cwrrent year. However, reflecting the copntinusd risa in
final p]mduct prices, the magnitude of the decline was some-
what Jess in current dollars then in real terms—d4% percent

as against B¥ ent.

This laster Jecl‘ine exceeded the pealr-to-trongh movaments
of 2 percent and 4 percent in the physicel volume of output
Juring the 1948-40 and 1053-54 recessions.

As ean be geen from teble 4, all major components of GNP
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reflected the continued npdrift inelpricas from 1957 to 1938.
Firmness in the renernl price lovel was a foatnrs which the
recent Tecession s with the ¥wo previous postwar down-
turns, although ovemil GNP prices dipped somewhat in 1948
49. (See chart on page 24.) .

The turnabout in GNF which cccurred in 1955 was the
quicizest on record for the Egstwar period. The snsuing re-
COVery fppenrs vigorous in both eperent- and constant-dollar
terms, but its proportions differ somewhat referance {o
of thete oo
bases of Taensyrement 1s used.

In the third quarter of 1958, the current-dollar GNP bad
regained sbout two-thirds of its prior decline; in resl volume
terms, sbout two-fifths of the loss had been made good. It
may be noted, incidentally, that much of the price rise that
iz refected in the differsnees between the surrent- and con-
stant-dollar movements occurrad in the course of the business
downbwn; the 1058 recovery a0 far has procesded In s setting
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of overgll price stability #nd has represented, in the main,
gains in she real volume of preduction.

With buginess recovery continuing, the evrrent-dollar GNP
for the fourth quarter will exceed substantially the previous
peak annual rate of $445 billion set in the thurd quarter of
1957. Tn real terms nationsl output will approximate the
previous record.

For the yeer as a whels, current-dollar GNP will be about
$437 billion as compared with $440 billion for the yaar 1957.
In resl volume 'terms, the difference will be somewhat
larger—about 3 percant 4s cotapared with 1 percend.

Factors in recent business cycle

Tha general pattern of fall and recovery in the broad mar-
ket demands for GNF as shown by the new constant—dallar
date iz similar to the ane that eme from the current-
dollar dats as anslyzed in detail in last month’s Sonvee,
But once agrin the constent-dollar fignwes provide added
depik to the view of economin develo nte. For instance,
they put into clear focus the change in the tenor of business
actrvity thab preceded the decline in gross national product
in the fourth quarter of 1967, :

Thes constant-dollar figures brmg out quite clearly that—
fﬂﬂuﬁn& & pmlmslged erfod o« wnsion-—tha overall
rate of final demsnd and GNF had ceazed to grow further in
real terms well Defore econonic activiby turped down in the
fourth quarter of 1957. As can be seen from table 1, final
purchases of GNP in terms of constant-dollars were ahout
unchanged at an annuel rate of around 5440 billion in the
first three quarters of 1057,

The prowth in total GNP—{final purchases plus inventory
chatge—had ceased somewhnt eacher. This aggagate WAy
steble in real terms over a four-guarter p . préceding
the sutumn 1287 downturn, This stability was masked in
the ewrrent-doflar figurea by & rise in overall prices, the
current-dollar GNP increasing by 3% percent from a $430
billion sonual rate in the fourth quertar of 1956 to a 5444
billion peak in the third quarter of 1057,

This fisttaning in read GNF in the period imreedistaly
before the recession—by contrast to the er rise in
Enms and eurrent-dollor walues—wos 5 key development

oth for the disgnosis of the business outlook and for eco~
nortic policy formulakion. The maidching series on current-
and constant-dollar GINF snd prices given in tables 2, 3, and
4 provide & substantially batter t0ol than has been & e
hithezte for the anslysis of these developmants.

T is of interest to note that a topering in the advanes of
real output and desnand simifar to the one that preceded the
185758 downturn wes in evidence also in the periods leading
up io the two prior postwar recessions—those of 1948-49
and 105354, 16 is evident that thiz phevomenon not onl
has ap important bearing upon the assessment of the atrengl.lg
of the basic demand factors, but that it also contributes to
the understanding of inven movenzents which to a large
extent are mfluenced by developments in finad demand.

The analysis of posiwar businesz flnctuations included in
I7. 8. Incowme and draws upon the new quarterly resl
GNP estimatee to elaborate the ghove point, as well a5 to
supplement in gther respects the view provided by the cur-
rent-dollar datx. _

NATURE OF NEW QUARTERLY DATA

Prior to a description of tha methodol of the new
quarterly estimates, brief note should he taken of 3 defini~
tienal chanee in two ceomponenta of $he grose national -
uet, 1k extends to the current ag wall as the constant-dollar
ggure:s and s shown for the first time n this issue of the

URYZY.
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Tha change stems from a new treptment of Government
cash lgrmta o foreign nations and affects—compensati
the Federal Government purchase cowrponant of GNF and
the eniry for international transactions. Total gross nationsl
produoct is nod albered.

In the prior trestment, which originated in a peried in
which interpationsl aid was of negirzible proportions, neb
Government cash grants to forefgn netions were treated as
thongh they represented Government purchases from abrond,
snd & counter-eniry ap in the foreign investment
component of GNT (whoch reflected the sxcess of 1], 2, salas
to 8 over UL 8. purchases from abroad o defined). In
the new presentation, Government cash prants ave cmitted
altogether from the GNP staterent,

anges in terminology and clamification reflecting this
new treatmeat hove beena Introduced. The entry for foraign
tropeactione iz now laboled “Not of zoode and sere-
ices” (with exporis shawn =

ApaTn from lmFrta in tha
cwrtent-dollar tables) and the breskdows of Federal pur-
chaszes has hesn modified.?

Cash grants now omitted from the main GNP table will

appear 83 a new onfegory of foreign trevsfer payments o the
q]i]:uwﬁh E-ilfh“mm“ of Government and foreiprn transactions
W,

be a regular feature of ihe ded reporki
systems to which the mew current- .a.NnE cnmhanf-dob]lmn%
"“Net

quarterly GNP reports will ba tied. ign invest-
memt™ will be shown in the new statement of forsizn trans-
actions ea the excess of exports over the sum of irmports and
Gevernment cash grants to abrogd—and also in the national
saving-iIovestment account,

Sources and methods

Liks the sumual constani-dellar series, which have been
described in detail in the I35 Nationel Income supplement,
the new quarterly estimates are derived principally
dividing the somponesnts of the curreni-dollar nation
E;aduct by appropriate price indexes, in s fine 8 prodoet

epkdown ss practicable.
enditures, which constitute about twe-

WP, use iz made mainly of price series
which are components of ihe consumer price indexes of the
Bureau of Labor Statistics, and of the series on prices
pm&chy farmers prepsred J'b‘y‘ the U. 8. Department of
Agriculturs. These two sets of data are combined to give
' ﬁpresenmtinn to prices paid by both uwrban snd rural pur-

Lo Y '

For privats domestic invesimeoni, the defloted setiez on
aew construction are prepared by the Business and Defensa
Services Administration of the Deparimeni of Commerce
snd are based largely on construetion cost indexes mmpﬂaci
by private and Goverrment agencies. For GNP purposes,
an adjustment for changing profits margins is introduced,
to convert these cost Indexes to the selling priee lovel that
ig reflecied in the corrent-dollex estimates of naw construc-
idon.

- ‘Tha major data sources wsed for daﬂnﬁniprﬂducarq’ pur-
chases of &mbla equipment are $he BLS wholesale price in-
dexes and the IOC indexes of prices of milrcad equipment;
and the BLS wholesale price indexes are also the principal
source of information used for deflating the change in
buziness inventories.

For consumer ¢
thirds of the total

Fed Abgwrn a8 conFTILLE Of "Mt soenrits” and “othar' purdiases
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For experte and imports, major relinpea js on indexes of
unit velugs for merchandise exports and imports prepared by
the Buresu of Foreign Commerce of the Departiment of
Commeree. -

Finally, the principal sourcés of price information for
the deflation of government p are the BLE whole-
sale price indexes and tha construction cost indexes of tha
Busitess and Defense Services Administration te which
referance hes already been mads,

In carrying out the defiation of the seasonally adjusted
current-d figures o & quarterly basis, about 100 product
groups were distinguished separsately, snd saveral ifimes a3
many price indexes drawa from the BLS and other sources
ref to ahove wore combined to dedate those cuprent-
dollar saries. The results ee abtained weore adinsted to the
anmal constant-dollar fizures, which are prepared in an
pven finer breakdown. :

In the eourse of the work it was found that in o t
many iastances the quarierly poee indexes di hyecFlr\:;-
ularly rec seasonal patierns of an appreciable magni-
tude. Accordingly, = substantial part of the atatistical
effort expended on the project went into the elimination of

seasonal varistions from the price series used.

Gross Nafional Product in Constant Dollars
Quactarly flscations [ arefer markets d¥ffor widsly
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The detailed defintion work was done in terms of 1954
priess, and constant-dollar estinates in prices
of that yesr will he given in 7. 8. Jreome and Ouipud.
Tnasmmuch as recent price levels are more familiar, these
Last: estitnates wers converted intc 1957 prices lor pree-
sntation in this articla. In peneral, the conversion was
made mﬁ.mtely for ench of the puhijahad components of
GINP. Mora detailed breakdawns were used in instances in
which these components hed undergone significant shifts in
product composition.

Characteristics of new series

In view of the fact that the quarerly real GNF ie o new
series which will be employed w%el , it is important o draw
attention of users o its principal teristica. c
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24 SURVEY OF CUREENT BUSINESS

theless, bigher prices raised walues by 528 million in the mora
recent period. - AR

.Paced by autos, imports of finished (nonfeod) consumer
oods in 1958 continued their long-term upwerd movement,

ut at o diminished rate. For the first time since 1954 this
rate is now moving sbout parallel to the rate of growih in
disposable personal income in contrast te its much steeper
sdvance in preceding years. Scattered losses during the
cwgrent year in imports of dismonds and other pracious
sLORes, ks and watches, and wool manufactures parily
offset the gwin in imports of pRESengeY GATE, s
- The voalue of pAscenger oar imports in the frst 9 monthe

Decembér-J958 .

of tire year scored s $136 miltion gain ofur:_ﬂ:!}e'-i:qn‘&;pm;dfng
jod of 1957, .. The number of units arriving:m Jeanary—
ugust -excasdad the record estsblished:for the entire: year
1857 and; with-domestic auto cutpui ‘at-a subdued rata,
European car manufscturers carved oub:s 74 percent shara
of the total new cer: market in. the.  United -States. .. This
spresented an improssive gain -over the 3 -percent share in
Jenusry—August 1957, B
Imports of farm mechinery, mainly tombines and other
harvesting equipment also Tose substentislly—princpally
from Csnada and the United Eingdom—spwrred by record
crope and rising ferm income -in” 1088, 0 - -l

Real National Output by Quarters—Continued from page 15

. First, undue significance should not he aftached to smell,
irregular chonges shown by these quarterly constant-
dollar menswres of GNI* and ite main components, Whila
inevitable imprecizions in the basic data nde meaningful

interpretations of these estimates to the- last decimal, as it -

were, they can he taken as valid indicstors of real volume
changes which are of significant magnitude or which fall into
patiern, either in terms of this bedy of data ikeel? or when
studied in relastion to othar aconcmic variables.

For example, for sevaral quarters precading the business
downtwn in the sutumn of 1057, the estimates of total real
GNP showed smali changes to which no precise mﬁruﬁn:n.nse
shonld be accorded. However, they did convey the impor-
tant fact, as noted, that totel real output was
spproximately stable during this prerecesgzion interval when
cuirent-dollar output was still rising.

A second, oosely related, point is that these nesw real
volume dais snd the associated price indexes ars not suffi-
ciﬂnﬁ;{) accurate for any exact sssessment of the relative
contributions of the price and volume factors to the quarter-
to-quarter changes in the market value of GNP. ]

e price and cwrent-doller value dute sre statistically
independent. The price date are not ordinarily subjeet to
substantial revisions even t.huuﬂ: they are nob eptirely
satisfactory for the deflation of GNFP. In practice, there-
fore, statistical revisions in the current-d ONP series
tend to be reflected very largely in the real volume measuze.

Suppose, for instance, that the initial eatimates for & given
¢uncker show & rise from $400 billion to 3404 billion, or 1
perceni; in the anouel rate of currerit-dollar GNF, and an
increase of ¥ percent 1o overall prices. Price apd real
volume thus appear of egqual importance in accounting for
the change in the current-dollar value of national production.
If subaequently o devnward revision of $1 billion, or % of 1
percent, ocewrs in the GNP this wiil show up almzost entirely
in the real-volume uhanfg; and the indiceted importance of
this will decline from one-half to one-third.

A further, perhsps even stronger, caveat should be entered
with respect to an¥ attempt to use these gquarterly contant-
dollar sstimates in produetivity apalysis. The margin of
error attributable to¢ the output estimates, when gombined
with that in the available map-hour dats, renders judgment
on this score extremely hazardous. Fven the preliminsry
annual estimetes of real outpué which are customarily pub-
lished each Februory in the Survez have supported only the
most tentative comments in this connection.

" The major reasons why constaui~dollar ectimates of GNP,
valuable 83 they are, are subject to eertain eular imita-
tions have besn set forth in the 185 Nationol [nicome
gupplernent, in connection with the annual series. There,
attention was called to the shortcomings of priee deflation.
Theze stem from the lack of price mformation directly
applicable to many compenents of the current-dollar producs
flow: from the fact that, penerally spesltng, available price
informotion cannot take adequate aceount of premnims,

disconnts, snd bargein eoles; and from even more basic
problems encountered in pricing items suhject to significant
gua]it. change, or whose physical units are mot ceagly
afinabla for other reasons.

The gusrterly constani-dollar firurss are affected, in
different degrees, by these same difficulties. On belance,
the price information avaitable ¢on a4 quartely basip—
particulerly for the most current period—is somewhat
weaker than that underlying the annual eztimates.

-
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changed Eitla in postwar recassions
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In addition, certain special problems are encountered In
the estimates of quarterly evarent-dollzr GINE from which
the constant-doller mmeasure is derived. These estimating .
problems make it all the nzors ness to interpret move-
ments in the new guarterly mnst.ant—dﬁar 3NP series onl
in broad terms, without paying undue attention to the _
and irregular fluetuations whiﬁn it mgy display from querter
ta_guarter. ’

hen used with an wwareness of their chargoteristics, the
new quarkerly saries on GNP volume and gnms will provide
additional valuable guides 1o economic understanding.



